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Robert A. Zarzar, chair of the AICPA Tax
Executive Committee, testified earlier this
year before the IRS Oversight Board, an independent board created by the IRS
Restructuring and Reform Act of 1998, at a
meeting to assess the performance of the
Internal Revenue Service.
Zarzar’s testimony before the board
focused on three initiatives the IRS has under
way to meet the enforcement challenges facing the agency. Those initiatives are:
• Reengineering the examination
function.
• The program matching Schedules
K-1 with individual income tax returns.
• The National Research Program.
Zarzar supported the IRS’s effort to
reengineer examinations and its National
Research Program, and offered suggestions
about how to improve the K-1 matching program. The IRS suspended its K-1 matching
program last year because of the large number
of erroneous notices that were being sent to
taxpayers about discrepancies between information on individual tax returns and
Schedules K-1.
“As the IRS moves to re-start the K-1
matching program,” Zarzar said, “we recommend that the IRS reduce the agency’s shortterm goals for the program and phase-in
implementation of a broader, more ambitious
program over an extended period.”
He commended the IRS for working to
correct the problems with the K-1 matching
program by meeting recently with AICPA representatives and other stakeholders and urged
the IRS to continue to seek such assistance.
Zarzar also recommended improving the
training of IRS employees who work with the
K-1 matching program, developing new outreach programs and education materials to
better inform taxpayers and practitioners

about the program, and to consider improving
the design of tax forms.
About the IRS’s examination reengineering effort, Zarzar said, “We recommend that
the IRS Oversight Board support the IRS’s
quest to reengineer the examination function.
These efforts are constructive ways to better
target the overall scope of examinations, and
practitioners believe the reengineered process
offers significant opportunities to
reduce taxpayer burden in terms of the
time and cost of an examination.” The
IRS is reengineering its methods of
examination of mainstream taxpayer
returns to efficiently use its resources,
which are being strained by the Service’s initiatives to investigate tax shelters and abusive
schemes. The IRS plans to focus its examination and collection efforts on the more material issues under investigation.

Warnings Offered
Zarzar offered a caution on the National
Research Program. “The AICPA is closely
watching the development and implementation of the new National Research Program.
We are well aware the IRS has not updated its
audit research tools for tax returns in more
than 14 years,” he said. “To the extent a new
research program can contribute to a reduction
in the ‘tax gap’ and yield a reduction in taxpayer burden over the longer term, we are
supportive of such an approach. However, we
are concerned about the creation of any
research program that might once again result
in time-intensive, intrusive ‘line-by-line’
audits of taxpayers,” Zarzar concluded.
Departing from enforcement issues,
Zarzar also warned the Oversight Board that
the IRS’s e-filing program could be undermined if Congress were to adopt the “more
likely than not” standard for taxpayers and
tax preparers on all return items, as legislacontinued on page A2
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continued from page A1—Tax Committee
tion in the last Congress would have provided. This is the very
highest standard and currently it is imposed only on tax shelter
items. “The AICPA is concerned,” Zarzar said, “that this contemplated change would be a burden to many taxpayers and would
make CPAs consider recommending that all clients file disclosures on virtually any return item on which there is the slightest
question. Clearly, this is not a desirable outcome for e-filing or tax
administration in general.”
In his written testimony submitted to the IRS Oversight Board,

New FASB Advisory
Council

F

To increase the investment community’s participation in the accounting standard setting process, the
Financial Accounting Standards
Board has established a User Advisory
Council. The FASB hosted its first meeting of the User Advisory Council on Feb.
13, at the Grand Hyatt in New York City.

Zarzar outlined potential problems that would be created if the
Department of Treasury’s proposal to extend the due date for electronically filed returns were adopted and said the same incentive
could be achieved by deferring the processing of electronic payments on e-filed returns until Apr. 30.
Zarzar’s written testimony also addressed IRS’s effort to implement collection strategies, involving the Offer in Compromise program, the frivolous filing penalty and the growing burden of collections cases thrust upon the IRS Office of Appeals.

The Council will assist the FASB in
raising awareness of how investors and
investment professionals, equity
and credit analysts and rating agencies use financial information. The
Council will serve as a resource to
the FASB both in formulating its
technical agenda and on specific
projects that the board undertakes.
By reaching out to a long list of user
groups and major financial institutions to
establish the Council, the FASB has

Update and Projected Timing of
Statement No. 149
At its meeting on Jan. 22, the Financial Accounting Standards Board
directed the staff to prepare a ballot draft of Statement No. 149,
Accounting for Certain Financial Instruments with Characteristics
of Liabilities and Equity. At press time, the final statement was
expected to be issued in mid-Apr., according to the FASB.
The FASB says that the statement establishes standards for
issuers’ classification as liabilities in the statement of financial
position of the following financial instruments that have characteristics of both liabilities and equity:
• Financial instruments that are mandatorily redeemable on a
fixed or determinable date or upon an event certain to occur
even if the instrument is in the form of equity shares.
• Financial instruments embodying, or indexed to, an obligation
to repurchase an issuer’s equity shares that requires or could
require settlement by transfer of assets would be classified as a
liability (or in some circumstances as an asset). Examples
include written put options or forward purchase contracts that
are physically settled or net cash settled.
• Financial instruments embodying an obligation that the issuer
must or could settle by issuing a variable number of its equity
shares would be classified as a liability if the monetary value of
the obligation is based solely or predominantly on
(a) A fixed monetary amount known at inception,
(b) Variations in something other than the fair value of the issuer’s
equity shares, or
(c) Variations in the fair value of the issuer’s equity shares, but in

recruited more than 35 professionals, representing a variety of investment and analytical disciplines.
Council meetings will concentrate on
major board projects that could significantly change financial information currently available to users. The Feb. meeting
was designed to cover a range of issues
from accounting for financial instruments,
to revenue recognition, to pension
accounting.

the direction opposite to those variations. Examples include, but
are not limited to, a payable settleable with a variable number of
issuer shares, a financial instrument indexed to the S&P 500 and
settleable with a variable number of issuer shares, and a written
put option that could be net share settled.
Many of those instruments were previously classified as
equity.
This statement has a more limited scope than the exposure
draft issued in Oct. 2000. It does not address how conversion features or early redemption features affect the classification of
instruments such as convertible bonds or puttable stock; however,
it may affect the classification of the embedded options in such
instruments. This statement also does not address “dual-indexed”
financial instruments or non-controlling (minority) interests in
subsidiaries. Those instruments, and planned revisions to the definition of liabilities in Concepts Statement No. 6, will be addressed
in the next phase of the project, according to the FASB.

Effective Date and Transition
This statement will be effective on issuance for all contracts created or modified after the date the statement is issued and otherwise effective at the beginning of the first interim period beginning after June 15, 2003. According to the FASB, “It will be
effected by reporting the cumulative effect of a change in an
accounting principle for contracts created before the statement
issuance date and still existing at the beginning of that interim
period. For non-public companies, mandatorily redeemable financial instruments have special presentation requirements and are
subject to the provisions of this statement for the first fiscal period
beginning after Dec. 15, 2003.”

Published for AICPA members in large firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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AICPA Releases New
Special Report on
Litigation Services
Litigation services continue to be among
the most important and fastest growing of
the consulting services offered by the top
100 accounting firms, according to the latest Accounting Today Industry Survey.
About 12% of all AICPA members in public practice either serve as expert witnesses
or have expressed an interest in this consulting area. To be effective litigation services practitioners, whether full- or parttime, it’s critical that CPAs know, understand and comply with the applicable standards, rules and laws.
The AICPA’s new Consulting Services
Special Report (CSSR) 03-01, Litigation
Services and Applicable Professional
Standards (No. 055297CPA04), provides
guidance to achieve these objectives. This
new special report supercedes Consulting
Services Special Report 93-1, Application

of AICPA Professional Standards in the
Performance of Litigation Services.
CPA litigation work comprises a wide
range of services, including calculation of
economic damages, valuations, fraud prevention, detection and investigation, tax
analyses, bankruptcy analyses, attestation
services and many other areas. In connection with this work, CPAs can serve in
many roles: as consultants, experts, triers
of fact, special masters, arbitrators and
others.
To perform such professional services, CPAs need to understand and
adhere to the relevant sections of the
AICPA Code of Professional Conduct,
including Section 102 (Integrity and
Objectivity), Section 201 (General
Standards), Section 202 (Compliance with
Standards), Section 301 (Confidential
Information), and, in certain cases, Section
101 (Independence) and Section 203
(Accounting Principles).
CPA litigation practitioners also need
to comply with the Statement on
Standards for Consulting Services No. 1,

Resources and CPE Products on Fraud
Prevention and Detection
• SAS No. 99: Consideration of Fraud in a Financial Statement
Audit (No. 060701CPA04). Price: $15 member/$18.75 nonmember.
• Fraud Detection in a GAAS Audit—SAS No. 99
Implementation Guide (No. 006613CPA04) provides detailed
information, examples and best practices for implementing SAS
No. 99. Price: $68.80 member/$86 non-member.
• Fraud and the Financial Statement Audit: Auditor
Responsibilities Under New SAS (No. 731810CPA04, text;
No. 181810CPA04, videocourse). Recognize how the new fraud
standard differs from the prior standard and the effect on your
audit experience. Prerequisite: None. Estimated CPE Credit: 8,
text; 9, videocourse. Level: Intermediate. Format: Text or 120min VHS tape/manual. Price: $119.20 member/$149 non-member, text; $148.80/$186, videocourse. Also available in new
DVD format (No. 181820CPA04). Recommended CPE Credit:
9; Format: 135-min. DVD/manual. Price: $149 member, $186.25
non-member.
• Fraud and the CPA (No. 731730HSCPA04). This interactive
self-study course from the AICPA and the Association of
Certified Fraud Examiners will help CPAs deepen their fraud
knowledge, enhance professional skepticism and improve decision processes. Prerequisite: None. Estimated CPE Credit: 8.
Level: Basic. Format: CD-ROM. Special introductory price:
$98.60 member/$123.25 non-member.
• AICPA reSOURCE: Accounting and Auditing Literature—
ORS (No. ORS-XX). Available only through full subscription.

and, in certain cases, with statements on
auditing standards, statements on standards for attestation engagements and
statements on standards for accounting
and review services.
In addition, CPA litigation practitioners must comply with applicable federal
and state court rules, to follow relevant
case law, and to comply with other applicable laws, including the Sarbanes-Oxley
Act of 2002.
The new special report provides guidance in all these areas, and includes sections addressing conflicts of interest, work
paper form and content, and reporting.
Issued by the AICPA’s Responsibilities of
Litigation Practitioners Task Force and the
Litigation and Dispute Resolution
Subcommittee, this special report can be
ordered online or by phone or fax.
www.cpa2biz.com/store
888/777–7077
800/362–5066

Price: $395 member/$1,195 non-member.
• The CPA’s Handbook of Fraud and Commercial Crime
Prevention (No. 056504CPA04) is designed to help CPAs manage the risk of fraud. Price: $180 member/$225 non-member.
• How Fraud Hurts You and Your Organization is a free onehour corporate governance training program developed by the
AICPA and the Association of Certified Fraud Examiners. View
the program from www.aicpa.org/antifraud. Or, order the program on CD-ROM from the Member Satisfaction Center (No.
056513HSCPA04; $8 shipping and handling fee applies).
To order any of these products:
888/777–7077
www.cpa2biz.com
memsat@aicpa.org
• The AICPA Antifraud and Corporate Responsibility
Resource Center is an online resource devoted to the prevention, detection and investigation of fraud. Visit:
www.aicpa.org/antifraud
• Management Antifraud Programs and Controls: Guidance
to Help Prevent, Deter and Detect Fraud. This set of recommendations, developed by seven professional associations to
help boards of directors, audit committees and management prevent and root out fraud, can be accessed at:
www.aicpa.org/antifraud/management/
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New GASB EDs
The Governmental Accounting
Standards Board has published two
exposure drafts of proposed statements on financial reporting of
postemployment benefits. They are:
• Accounting and Financial Reporting by
Employers for Postemployment Benefits
Other Than Pensions.
• Financial Reporting for Postemployment
Benefit Plans Other Than Pension Plans.
The proposed guidance is expected to
produce greater transparency for decision
makers who rely on state and local governments’ financial statements. In addition to
pensions, many state and local governmental employers provide other postemployment benefits (OPEB) as part of the total
compensation offered to attract and retain
the services of qualified employees. OPEB
includes postemployment health care, as

well as other forms of postemployment benefits, such as life insurance,
when provided separately from a
pension plan. The proposed statement on employer reporting would
establish standards for the measurement, recognition and display of OPEB
expense or expenditures and related liabilities in the financial reports of state and local
governments.
“Currently, most governmental
employers finance OPEB plans on a pay-asyou-go basis, and financial statements generally do not report financial effects of
OPEB until the promised benefits are paid,
often many years after the related employee
services are received,” said Project Manager
Karl Johnson.
Under the proposed accounting change,
governments would:
• Measure the cost of benefits, and recognize OPEB expense, on the accrual basis

AICPA’s New Toolkit for Valuation Analysts
Available Online
The new Fair Value Measurement Toolkit for Financial
Accounting Standards Board (FASB) Statement of Financial
Accounting Standards (SFAS) No. 141 and SFAS No. 142 contains
practical reference materials for performing fair value measurement engagements in connection with business combinations and
acquired goodwill and other intangible assets. This Toolkit—developed by leading experts from the AICPA’s 141/142 Task Force
under the Business Valuation Subcommittee—assists the experienced valuation analyst to achieve competence to conduct these
engagements for purchase price allocations and goodwill impairment analyses.
FASB Statement No. 141, Business Combinations, which
supercedes Accounting Principles Board Opinion No. 16, provides
guidance on accounting for asset acquisitions, including: (1) initial
recognition; (2) initial measurement; (3) allocation of the purchase
price; and (4) post-acquisition accounting.
Statement No. 142, Goodwill and Other Intangible Assets,
which supercedes APB Opinion No. 17, addresses financial
accounting and acquired goodwill and other intangible assets.
The Fair Value Toolkit materials include valuable training
information, a bibliography of important reference sources, engagement letter considerations, checklists and more. Additional materials will continue to be added. To access the new Toolkit, go to:
www.aicpa.org/members/div/mcs/vm_toolkit.asp
For further information on the Fair Value Measurement Toolkit,
contact James C.H. Feldman, CPA/ABV, MBA, AICPA Manager of
Business Valuation and Litigation Services:
jfeldman@aicpa.org

of accounting in periods that approximate
employees’ years of service.
• Provide information about the actuarial
accrued liabilities for promised benefits
associated with past services and
whether, or to what extent, those benefits
have been funded.
• Provide information useful in assessing
potential demands on the employer’s
future cash flows.
The companion ED would establish
uniform financial reporting standards for
OPEB plans and would supersede the previously issued interim guidance. The proposed overall approach to reporting of
OPEB generally is consistent with that
adopted by the GASB for pension reporting.
Both EDs may be obtained through the
GASB Order Department or are available
on the GASB Web site:
800/748–0659

www.gasb.org

Upcoming CFO and SEC Quarterly Update
Webcast Series
Ask questions online and get answers from the panelists
during these live, interactive Webcasts—and earn two CPE
credits per Webcast. For more information and to register,
visit www.cpa2biz.com/Webcasts or call 888/777–7077.
Sign up for the one-year series (four Webcasts) for only
$249 and save 20%. Or sign up for a single Webcast for
$79. Registrations cannot be accepted after noon Eastern
Time on the day of the Webcast.
• CFO Quarterly Roundtable Webcast Series
May 15, 2003/July 10, 2003/Oct. 16, 2003/Feb. 12, 2004
1:00–2:55 pm ET
These Webcasts, presented by AICPA and CFO.com,
cover a broad array of valuable approaches that successful
organizations employ and subjects that are important to the
CFO’s personal success. From financial reporting and budgeting and forecasting, to asset management and operations, these Webcasts help financial executives excel in
their demanding roles.
• SEC Quarterly Update Webcast Series
June 19, 2003/Sept. 18, 2003/Dec. 17, 2003/Mar. 16, 2004
1:00–2:55 pm ET
Top experts brought to you by the AICPA and
CFO.com lead these hard-hitting sessions on corporate
accounting reform legislation, accounting and reporting
issues, and more. They are designed to help both preparers
and auditors stay current on SEC issues.

